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To the Shareholders: 


John W. Buckley (right), with Jack Wild, Executive Vice President 


The progress achieved by United Canso this past year was broad-based, reflecting substantially 
increased activity in all sectors of our business. Highlights of the year’s accomplishments are 
summarized below, followed by a consideration of events likely to shape your Company’s 
prospects in the year ahead. 

We participated during the year in the drilling of a total of 70 wells, resulting in 49 suc- 
cesses, 22 oil wells and 27 gas wells. 

These additions to our reserve inventory brought our proved developed net oil reserves at 
the fiscal 1978 year end to a level almost one-third greater than the year before, while proved 
developed net gas reserves were more than double the total recorded at the previous year end. 

In addition to our drilling successes, geophysical programs were conducted in the western 
part of North Dakota and immediately adjacent areas in eastern Montana, as well as in a 
number of localities in Alberta. Several promising prospects were outlined, most of which are 
expected to be drilled during fiscal 1979. 

Our minerals exploration program continued in the Chibougamau area of Quebec, and a 
new program was initiated in late summer 1978 in the Rossland area of British Columbia. 

Significant gas discoveries were made during the year in the Rowley area of central Alberta. 
Moreover, stepout and development drilling in the Jarrow area of Alberta, together with 
development drilling on our West Cameron Block 540 platform offshore Louisiana, both 
proved more rewarding than originally envisaged. 

The Company’s exploration program in the West Pembina region of Alberta resulted in one 
Devonian oil discovery, and further exploration on this important trend is planned for 
fiscal 1979. 

Oil production during fiscal 1978, net after royalties, rose one percent from the previous 
year, due in large measure to a continued strong gain in United States production, which has 
increased over 1,200 percent in the past five years and last year comprised almost one-fourth 
of the Company’s total net oil production. On the other hand, we experienced an 11 percent 
decline in gas production during fiscal 1978, when no less than 37 of our gas wells eagle of 
commercial production remained shut in due to regulatory controls. 

United Canso’s total operating revenues in fiscal 1978 rose 14 percent above the prior year 
to a record $10,911,125, while net income from operations established a record $2,296,293, 
equal to $.39 per share, compared with the previous year’s net loss. 

Oil and gas sales and royalties in fiscal 1978, benefiting from improved prices, attained a 
record $7,770,086, or a gain of 23 percent above prior-year sales and royalties. 

United Canso last year also recorded a strong gain in asset values, total assets having risen 
10 percent over the previous year to a record $73,371,165, equal to $12.36 per share. 


As an added measure of the Company’s financial soundness at the fiscal 1978 year end, its 
current ratio stood at 8.0 to 1. Cash, short-term investments, and interest receivable totaled 
$38,717,313. Retained earnings stood at a record $42,273,910. Stockholders’ equity rose four 
percent from the prior year to $64,309,097, equal to $10.83 per share. 

Of pertinence to United Canso’s intermediate- and long-term potential is the fact that our 
fiscal 1978 year-end productive acreage constituted only two percent of our gross property 
interests in various world areas. These as yet undeveloped landholdings, which we regard as 
prospective in varying degree for oil, gas, and minerals, totaled 23,156,555 gross acres at the 
fiscal year end, of which 4,775,931 acres, equal to 21 percent, represented acreage net to the 
Company’s interest. 

The outlook for United Canso in fiscal 1979 is dependent in considerable degree on regula- 
tory measures affecting markets for Canadian gas. Recently, hearings were held by Alberta’s 
Energy Resources Conservation Board to consider authorizing the removal of 6.4 trillion cubic 
feet of natural gas from the province over a 15-year period commencing in late 1980. It is 
planned that most of this gas be exported to the United States. However, export requests must 
be considered by the National Energy Board, which is currently completing its report on the 
total Canadian gas supply/demand situation following recent hearings in Ottawa. Provided 
these bodies recommend approval of the applications to export and the various governments 
agree, Western Canada’s natural gas industry will continue to flourish. The side benefits to 
Canada will be extensive. On the other hand, should requests for export be denied, industry 
activity will almost certainly decline until new markets for the large gas surplus presently 
existing in Alberta and British Columbia can be found. Whatever the outcome of these deliber- 
ations, we plan to press ahead with our drilling programs in Canada and elsewhere, and we 
are confident that the Companys’ geologists and other exploratory personnel will demonstrate 
this year a continued capacity not only to replenish but to increase the Company’s 
hydrocarbon reserves. 

We anticipate that the year will reflect additional strong growth in United States oil produc- 
tion, continuing the sharp gains registered over recent years. Moreover, prospects remain 
encouraging that later this year United Canso and its West Cameron Block 540 partners will 
commence production from that block’s Platform ‘A” in the Gulf of Mexico offshore Louisiana, 
again with favorable consequences for the Company’s sales and earnings. 

Primary areas of operation in 1979 will continue to center on Western Canada, as well 
as Wyoming, Montana, North Dakota, Texas, and Louisiana in the United States, and the 
Spanish Mediterranean. We anticipate as well that, as the year progresses, increasing attention 
could again, after a lengthy hiatus, begin to focus on emergent developments associated with 
our extensive holdings in the Northern Territory of Australia. 


Respectfully submitted, 


fee a. Back by 


John W. Buckley, President 


Calgary, Alberta 
February 6, 1979 
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United Canso in fiscal 1978 undertook and completed 
the most extensive drilling schedule in its history. The 
Company participated in the drilling of a total of 70 wells, 
of which 49 proved successful. Fifteen completions, five 
oil wells and 10 gas wells, resulted from 30 exploratory 
tests. Development drilling of an additional 40 wells 
resulted in 17 oil wells and a like number of gas wells. 

The Company's proved developed net oil reserves* 
increased 31 percent during fiscal 1978, compared with 
the prior year, reaching a total of 4,347,000 barrels at 
September 30, 1978, versus 3,328,000 barrels at the 
preceding year end. Significantly greater growth was 
recorded in proved developed natural gas reserves, which 
rose 102 percent to 57.927 billion cubic feet (bcf.) at the 
close of fiscal 1978, compared with 28.650 bcf. at 
September 30, 1977. 

Proved developed net reserves for each of the preced- 
ing two fiscal years are set forth in the table below: 


Proved developed 
net reserves at 


September 30, 
1977 1978 Increase Percent 

Oil 
(thousands of barrels) 
Canada SAS 3,983 804 25 
United States 149 364 215 144 

Total 3,328 4,347 1,019 31 
Natural Gas 
(bcf.) 
Canada 28.650 54.770 26.120 91 
United States 0 Bala, eu Sy ae 

Total 28.650 SW ASL DOT i, 102 


*Proved developed oil and gas reserves are reserves that can be 
expected to be recovered through existing wells with existing 
equipment and operating methods. 


To reiterate, United Canso’s presently productive 
acreage represents only two percent of the Company’s 
gross property interests. The vast majority of its extensive 
landholdings consists of undeveloped acreage. Gross 
and net productive acreage at September 30, 1978, 
totaled 478,133 and 110,020, respectively. By contrast, 
the Company’s holdings of undeveloped property at the 
1978 fiscal year end totaled 23,156,555 gross acres, of 
which 4,775,931 acres, or 21 percent, represented 
undeveloped acreage net to the Company’s account. For 
United Canso’s overall gross and net landholdings in 
various world areas, please refer to the table on page 10. 


Oil and Natural Gas 


Canada 


Alberta The Company participated in the drilling of 35 
wells in the Province of Alberta during 1978. Twenty of 
these were exploratory tests and the remainder were 

development wells. Three exploratory tests were com- 


pleted as oil wells, nine as gas wells, and seven were aban- 
doned; one well was suspended. Of the development 
ventures, 11 were completed as gas wells and four were 
dry holes. 

As a result of new gas reserves discovered in the 
Rowley, Jarrow, Little Bow, and Etzikom areas of south- 
ern Alberta, United Canso consolidated and expanded its 
acreage position in these areas. 

Early in fiscal 1978, the Company, in partnership with 
others, purchased a number of leases and a drilling 
license in the West Pembina area of Alberta. Three wells 
were drilled on the Zeta Lake lease, resulting in one 
abandonment, one oil well capable of producing at the 
rate of 490 barrels per day through a 10/64th-inch choke, 
and one suspended well which penetrated a Cretaceous 
sand section indicated to be hydrocarbon-bearing. 

In addition, a drilling license prospective for Devonian 
oil accumulations was purchased in the Isle Lake area in 
the eastern sector of the West Pembina trend. Detailed 
seismic has been carried out over this license, and it is 
expected that a well will be drilled on the property during 
fiscal 1979. 


British Columbia The Company participated in three 
exploratory wells in British Columbia during fiscal 1978, 
resulting in two gas discoveries. One of these, in the Silver 
area, 90 miles north of Fort St. John in northeast British 
Columbia, discovered gas in the Triassic Halfway sand, 
augmenting reserves found by the Company in that area 
the previous year. These Silver wells have since been 
connected to Westcoast Transmission’s gas-gathering 
facilities and placed on production. Another exploratory 
well is planned for Company acreage in this locality 
during coming months. 

In the Cache Creek area, 15 miles west of Fort St. John, 
the Company in November 1977 participated in the 
purchase of two Crown leases. An exploratory well drilled 
on one of these leases resulted in an indicated Halfway 
sand gas discovery. As a result of the purchase of addi- 
tional Crown lands adjacent to the discovery, United 
Canso presently holds interests ranging from 12.5-percent 
to 25-percent in 4,480 acres. Further exploration of these 
properties is planned. 


Saskatchewan Companies with oil and gas operations in 
Saskatchewan generate certain credits which must be 
spent on oil and gas projects within a stipulated time 
period to avoid forfeiture. Seventy-five percent of these 
credits may be applied directly to the costs of drilling 
exploratory and development wells. Drawing upon such 
credits, United Canso during fiscal 1978 participated in 
the drilling of six wells, all of which were completed as 
oil wells. The most important of these included three 
stepout wells in the province’s southeastern Ralph field, 


in which the Company has a 30-percent interest, and in 
the same general area, a development well at Viewfield, 
where a 50-percent interest is held. Additional develop- 
ment drilling is planned for the Ralph area during 

fiscal 1979. 


United States 


Montana and North Dakota New discoveries in carbon- 
ates of Mississippian, Devonian, and Ordovician age were 
reported by industry this past year in the northern por- 
tion of the Williston Basin, which covers large areas of 
North Dakota, South Dakota, and Montana. In the general 
Fallon area on the North Dakota—Montana border, the 
Company, through Canso Oil & Gas, Inc., is a 10-percent 
owner of a large acreage spread. Beginning in August 
1978 and continuing through the end of the fiscal year, 


two seismic crews were at work evaluating these leases 
and locating drilling sites. One prospect, located in 
eastern Montana, was tested by a well commenced late 
in September 1978 and abandoned in November. A 
second prospect, 13 miles to the northeast in North 
Dakota, was tested before the end of the calendar year and 
the well abandoned in January 1979. With the acquisition 
of more detailed seismic data, it is expected that several 
prospects will be outlined for drilling during fiscal 1979. 


Wyoming The pace of exploratory and development 
drilling in the Powder River Basin of northeastern 
Wyoming remained strong during the past year. The 
Company’s wholly-owned subsidiary, Canso Oil & Gas, 
Inc., participated in the drilling during fiscal 1978 of a 
total of 21 wells, more than double the number drilled in 
this area the previous year. The majority of this activity 
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consisted of development drilling undertaken in the 
Table Mountain and Heldt Draw fields. Of the six explor- 
atory and 15 development wells drilled, 13, all in the 
development category, were completed as oil producers. 


Louisiana — Offshore Drilling from production platform 
“A’’ on West Cameron Block 540 proceeded with favor- 
able results throughout fiscal 1978. At year end, six gas 
wells had been drilled. It is expected that all nine slots 

on the platform will have been utilized by early 1979. 
Marathon Oil Company, operator for the group in which 
United Canso is a nine-percent, working-interest partner, 
estimates that completion and tie-in of the producing 


wells to gathering facilities may be completed in late 1979. 


PARKMAN, WYOMING 


[3 United Canso Interest Properties 
e=e= Gas pipeline 
“== Oil pipeline 


Florida Coastal Petroleum Company, 10-percent owned 
by United Canso, early in fiscal 1978 filed a lawsuit with 
the United States District Court for the Northern District 
of Florida, Tallahassee Division, charging International . 
Minerals & Chemical Corporation with wrongful con- 
version of phosphate and uranium on Coastal’s State- 
owned Florida leases. Subsequently, on December 6, 
1977, Coastal filed with the same Federal District Court 
comparable, separate charges of wrongful conversion of 
phosphate and uranium against American Cyanamid 
Company, Agrico Chemical Company, W. R. Grace & 
Company, Swift Agricultural Chemicals Corporation, and 
U.S.S. Agri-Chemicals, a division of United States Steel 
Corporation. 
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Coastal’s actions in the above instances are comparable 
also to its counterclaim filed in a Florida Circuit Court 
against Mobil Oil Corporation for wrongful removal of 
phosphate and uranium from Coastal’s Florida leasehold 
properties. Coastal has been joined by the State of Florida 
in the above actions directed against the foregoing seven 
corporate defendants, with Coastal and the State claim- 
ing damages from the defendants in an aggregate amount 
exceeding $1.4 billion. 

The Circuit Court on December 18, 1978, entered an 
order denying Mobil’s motion for summary judgment on 
a counterclaim against Mobil, alleging conversion and 
taking of phosphate and uranium, previously filed by 
Coastal and the State of Florida. As a result, Coastal 
expects this case to proceed to a jury trial for which a 
date has not yet been set. 

Additionally, in an order entered by the Circuit Court 
on December 12, 1978, permission was granted to 
Coastal to amend another of its counterclaims against 
Mobil relating to Mobil’s alleged nondisclosure of a 
significant oil show on Coastal’s offshore leases in the 
Gulf of Mexico. The amendment related to other allegedly 
undisclosed information and to a prayer for punitive 
damages. Trial by jury on this counterclaim is scheduled 

_to begin March 19, 1979. 

On November 20, 1978, oral argument was heard by 
the Federal District Court, Judge William Stafford pre- 
siding, in which each of the defendants named by Coastal 
argued that a Florida court decision in the case of Odom 
vs. Deltona would be dispositive of the claims of Coastal 
and the State of Florida in the suit. The court on January 
10, 1979, entered an order rejecting the defendants’ 
arguments and ordered the parties to proceed with 
preparation for a trial later this year. 

In the most recent action, Coastal on January 26, 1979, 
filed a suit in the same Federal District Court against 
Mobil Oil Corporation and International Minerals & 
Chemical Corporation. The suit involves a claim for 
damages against the defendants under provisions of the 
Federal antitrust laws. Coastal’s complaint alleges that 
the defendants monopolized the phosphate mining land 
market in the central Florida Land Pebble Phosphate 
District and contracted, combined, or conspired to 
divide and allocate the acquisition and use of these land 
areas for phosphate mining in violation of the Sherman 
Antitrust Act. 


Spain 

In a move to increase further its holdings in Spain’s off- 
shore Mediterranean basin, the Company, through its 
wholly-owned subsidiary, Canso Spain, Inc., acquired in 
September 1978 a 10-percent interest in the 75,000-acre 
Tarragona “C” permit from ENIEPSA, a Spanish Govern- 
ment oil company. Canso Spain previously had acquired, 
during fiscal 1977, a 14.5-percent interest in the 55,000- 
acre Delta “E” block and a 20-percent interest in the 
90,000-acre Delta “J” block. All three blocks are within 
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20 miles offshore the Spanish Mediterranean coast and 
are located in relatively shallow waters, ranging from 
200 feet to 300 feet. An exploratory well drilled on the 
Delta “E” block during fiscal 1978 flowed 29-degree API 
oil on drillstem tests at rates of from 400 barrels to 500 
barrels per day, but subsequently failed to qualify as a 
commercial discovery. 


Australia 

The Company’s operations in Australia remain suspended 
as a result of the Aboriginal land rights problem. This is 

a continuing source of disappointment since economic 
prospects for developing the Mereenie oil deposit are 
more promising than at any time since the field was dis- 
covered some 14 years ago. The Federal Government's 
policy of import parity pricing for all indigenously 
produced crude oil is a major element supporting this 
appraisal. As a consequence, studies were continued 


AUSTRALIA 


Area of map 


during fiscal 1978 focused on such concepts, or combina- 
tions thereof, as establishing a simplified mini-refinery 

at Alice Springs, direct utilization of Mereenie crude to 
fuel the power generating plants at Alice Springs and 
Tennant Creek, and tank car delivery of oil by rail to a 
coastal refinery. 

Despite the improved economic outlook, however, 
the success of such ventures to some degree may be 
dependent upon a solution to the difficulties that have 
continued to be created by the Aboriginal land rights 
legislation since its passage by the Australian Parliament 
in December 1976. On the encouraging side, the impor- 
tance of these new projects to the future of central 
Australia is fully appreciated by the new Northern Terri- 
tory government in Darwin. According to press reports 
emanating recently from Australia, the Federal Govern- 
ment has undertaken a study of the land rights issue 
which may lead to amendments to the legislation. While 
there is no information as to the form and substance of 
such proposed amendments, hopefully, the end result 
will be the clarification of the Aboriginal situation as it 
affects the Company’s operations. 

In the meantime, since large areas of these permits 
are not affected by Aboriginal claims, the operator, 
Magellan Petroleum Australia Limited, is considering the 
resumption of drilling operations during 1979 within 
such areas. Present plans earmark the Dingo prospect, 
located about 45 miles south of Alice Springs, as the 
first target. 
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Minerals 


Canada 

Quebec United Canso’s principal joint venture in 
Quebec, a five-year program which finds the Company 
associated with Campbell Chibougamau Mines Ltd. and 
a group of oil and mining companies, is presently at the 
halfway mark of its planned exploratory schedule. Geo- 
physical and geological studies are continuing in the 
31-township joint venture area, but greater emphasis of 
late is being placed on diamond drilling. 

As of last November 1, a new discovery on the Belle 
property near the town of Chibougamau had been inves- 
tigated by four drill holes which defined two significant 
subparallel copper-bearing zones to a depth of 200 feet 
along a strike length of 200 feet. Drilling is continuing to 
determine the extent of mineralization. The two best 
intersections encountered at this writing consist of 10.5 
feet containing 2.15-percent copper and 6.7 feet with 
3.04-percent copper. The mineralization also contains 
significant amounts of gold and cobalt. 


Ontario Diamond drilling on the Ego Mines and Umex 
properties in the Goudreau area, carried out over the past 
year, failed to intersect mineralization unrelated to the 
known Ego Mines deposit. A feasibility study indicated 
that development of the proven copper-gold deposit 


would not be economically viable at this time, and work 
has therefore been discontinued. United Canso has 
earned an undivided 38.36-percent interest in the Ego 
Mines property. 


British Columbia Since July 1978, United Canso, serving 
as operator in a joint venture, has been conducting 
preliminary geological and geochemical studies on a 
3,400-acre property near the abandoned gold-copper 
mines of the famed Rossland Camp. Field work is pro- 
gressing favorably, and results will be evaluated during 
the winter months. 


Northwest Territories United Canso continues to retain 
its 38-percent interest in Borealis Exploration Limited’s 
233-claim iron prospect on the Melville Peninsula, as 
well as its 3.81-percent stock interest in Borealis. All 
claims are in good standing. No additional work was 
performed during fiscal 1978. 


Production and Development 
Oil 
United Canso’s fiscal 1978 oil production, net of royalties, 
totaled 494,186 barrels, up one percent from the 488,885 
_barrels produced the previous year. Net oil production 
from Canadian properties accounted for 374,417 barrels, 
representing 76 percent of this past year’s aggregate 
production. The remainder of the year’s net oil produc- 
tion, amounting to 119,769 barrels, was derived from the 
Company’s United States properties. Production net to 
the Company’s account through its United States’ sub- 
sidiary has increased 1,222 percent in the five fiscal years, 
1974 through 1978. 
Production of oil from Boundary Lake Unit No. 1 
in British Columbia and Smiley-Dewar and Innes leases 
in Saskatchewan accounted for more than 60 percent of 
the Company’s Canadian production. Most of the United 
States’ output represented production from Wyoming 
leases in the Heldt Draw, Indian Creek, and Table 
Mountain areas. 
United Canso produced a total of 9,539 net barrels of 
natural gas liquids from various Canadian properties in 
the last fiscal year. 


Natural Gas 

The Company’s fiscal 1978 gas production, net of royal- 
ties, totaled 2,362,423 thousand cubic feet (mcf.), com- 
pared with 2,644,732 mcf. the prior year. This past year’s 
daily rate of 6.5 million cubic feet was 11 percent below 
the average rate for fiscal 1977, the decline being attrib- 
utable to market restrictions and poorer reservoir 
performance in some of the Company’s older fields. 

A total of 43 Company-interest gas wells, representing 
37.5 billion cubic feet of proved developed reserves, 
remained shut in at the fiscal 1978 year end, of which 37 
wells were precluded from going on stream primarily 
because of market factors. 


Financial 


Record operating revenues and earnings were compiled 
by the Company for the fiscal year ended September 30, 
1978. 

Fiscal 1978 revenues rose 14 percent to $10,911,125 
from $9,536,281 the prior year, while net income from 
operations set a record $2,296,293, equal to $.39 per 
share, compared with a net loss the previous year of 
$456,567, due in large part to dry hole expense, abandon- 
ments and investment write-offs. 

Revenues from oil and gas sales and royalties, benefit- 
ing from improved prices, attained a record level of 
$7,770,086, up 23 percent from the $6,338,086 in reve- 
nues from such sources the prior year. Interest income 
declined in fiscal 1978 from the previous year, as more 
funds were diverted from investments in marketable 
securities to exploration projects. 

This reallocation of funds, in turn, was reflected in 
increased geological and geophysical costs, as well as 
lease and permit rentals. Operating expenditures gener- 
ally continued to be affected by inflationary pressures. 

A fiscal 1978 charge of $2,428,504 for dry holes, aban- 
donments, and investment write-offs related primarily to 
unsuccessful exploration projects in Alberta and in the 
German North Sea. The adjustment of the carrying value 
of investments to equity at end of year for fiscal 1978 
included a charge of $768,417 relating to the Company’s 
investment in Minex, Inc. 

Costs and expenses in fiscal 1978 were offset in part by 
a foreign exchange gain of $2,760,738. A substantial 
portion of the proceeds from the Company’s 1975 sale of 
its British subsidiary continues to be invested in market- 
able securities and, as noted above, is available for 
operations as needed. 

United Canso’s financial condition at September 30, 
1978, continued strong, current assets to current liabilities 
as of that date having been in a ratio of 8.0 to 1. Cash, 
short-term investments, and interest receivable totaled 
$38,717,313. Stockholders’ equity at the fiscal 1978 year 
end amounted to $64,309,097, equal to $10.83 per share, 
compared with $61,959,920, or $10.46 a share, at 
September 30, 1977. 
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Acreage Summary 
September 30, 1978 


Gross Acres 


Oil and Natural Gas 


Canada 
Arctic Islands (Panarctic Area) ....... 3,136,114 
Yukon & Northwest Territories ....... 56,421 
Westen Canada 307525 0 es 4,172,356 
United States 
Alaska a ee cs 942,339 
Florida (Offshore) Nc ee 1,266,000 
(Royalty): suc: Sa Reet we ook 2,418,000 
North Dakota & Montana ..7.0 2... 3. 193,654 
Louisiana, Texas (Offshore) .......... 20,760 
Montana (Royalty)... 3.03... 9,915 
TOXAS ee a 13,279 
Wyoming ..... er ge ts 78,459 
Australia (Northern Territory) .......... 12,693,120 
Haiti JOtishorel ce a 1,192,525 
West Germany (Offshore) ............. 200,000 
Spain (Olshore) 4 ee ee ia 220,000 
. Total-Oil and Natural Gas: 5... . 23,612,942 
Minerals 
Canada-< 2 nia ee 21,746 
Grand Total’. .2 3 eee 23,634,688 


Company 
Net Acres 


30,014 
28,820 
293,107 


235,505 
126,600 


36,041 
3,014 


4,252 
10,030 


3,936,064 
119,253 
20,000 
33,442 
4,876,222 


9729 
4,885,951 


*Acreage represents “prior filings,” and no assurance exists that leases will 


issue from them. 


United Canso Oil & Gas Ltd. 


(A Canadian corporation) 


Consolidated Balance Sheets 
(Expressed in Canadian dollars) 


September 30, 
1978 1977 
Assets 
Current assets: 
SN PR he yh ae Ml, oun dien 2 se traae cso Cook OE ated 4a ie wala hea Ok $2818 550 295" 2524142 
Marketable securities, at cost (which approximates market) ..............+e.+--. 37201126 43,257,866 
ees CON AL) mm Eh RO es Ppt op 7 AA IAT coi se hea OSG ap wee aes Se oh 697,637 478,887 
SSO MOGI ETOCS iba sim sig i ae Cancer ne 2,148,799 1,306,016 
peru meenerUlCMrece|Vable =A Anite kts vba dais oy bok esaowds ee caw eee edad 592,160 — 
EVP LO BIOSETES 5 2 acs yall sa aM Sate ge en 258,254 99,560 
Ser EORTC LEO SSC LSM ee dress oh ye ite as 2 Sine Bae ciel ce rae Me Ae 41,716,526 45,394,471 
Preoementcsanic acvances.(Notes 1 and 2) ..h.. 166004445 eb os be bed eae bee eee wees 3,197,443 3,482,230 
Property and equipment at cost, less accumulated depreciation, depletion and 
AP OO VZALIGT®: UNCLES UBT ae [Ramer ae oe ee me gO eee 28,457,196 18,009,823 
$73,371,165 $66,886,524 


Liabilities and Shareholders’ Equity 


Current liabilities: 
mecountspavable and accrued liabilities (Note 4)... ...0% soc casa ens oe eee ee oe ne 
eeu cm GOuneE arcs (INOLCH, ee A. wr nat cae We Se Ce aerad Wie. ae HCAS OR Sodalene a tare 
iccumen! Gauterceray [TET SVL AT Sa aR aN lie en op Para ae eye Nery ae Mert ate er 


Pier aaieemnGOMmme ta XGshINOle)7) facioc cicuv es hes alone As ae dire be oe eco Gherrenere coun By 
Commitments and contingent liabilities (Notes 2 and 3) 


Shareholders’ equity (Note 5): 
Capital stock, par value $1 per share: 
Authorized — 12,000,000 shares 
Outstanding — 5,938,312 and 5,922,402 shares, respectively (Note 2) ........... 
PAINE KC OSS 101 al, Vala ares cies teers cogs rere tay ane cae err een eee cr 


Re PIM CC AMINE Sete reer tee oe costs + sips areca evan ete oe ony gh sae fresh ates wy eRoan al exaie-nuslginl ois 


On behalf of the Board: 
s/s John W. Buckley, Director; s/s Benjamin W. Heath, Director 


$ 3,835,643 
1,354,000 


5,189,643 


3,872,425 


ope letopsy 2 
16,096,875 


22,035,187 
42,273,910 


64,309,097 


$73,371,165 


$ 1,780,003 
618,175 


2,398,178 


2,528,426 


5,922,402 
16,059,901 


21,962,303 


39)977,617 


61,959,920 
$66,886,524 


a 


See accompanying notes. 
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United Canso Oil & Gas Ltd. 


(A Canadian corporation) 


Consolidated Statement of Income (Loss) and Retained Earnings 
(Expressed in Canadian dollars) 


Years ended 


September 30, 
1978 1977 
Revenues: 

Oil. sales? ce Swi baw os he Fea Pees oe ee ee $ 6,080,843 $ 5,049,978 
Gas Sales cone sre Sew ei oie eee sel ck eater coe pie ae Oe ea 1,317,098 1,018,306 
Royalties |< 25%. si Gs 5 a Sig bin aw ee Ree oe ee oR acta ee 372,145 269,802 
Olio (ok) a, area renner Arai Uy Gore aA A Anois, unin ms Abo aS CoG SO 3,070,681 3,158,937 
Oli: rere Ar. pene ni eee earth SECA Aas Ooo. cos Sado 8s So 70,358 39,258 


10911125 9,536,281 


Costs and expenses: 


Geological and: geophysical: costs =, = 2 ac .-scun ee eee nee 533,039 26,977 
Lease and permit rentals: ss aces cssoz dno eee ene ey eae eee ee eee 183,037 132,149 
Production: costs ‘28 tsve oo ees ee ee ee re eee 1,446,229 17151168 
Depletion, depreciation and amortization «cus eens cients oer rere eee ee 1,260,491 1,134,434 
Dry holes, abandonments and investment Write-OffS 2.2.24 eee 2,428,504 4,613,752 
General and administrative expenses (Notes 4 and 8) ..............-.ee ee eee eee 2,637,876 2,609,473 
Exchange gains 255 « sca cco tain» Riese ce i ee eee eee ea (2,760,738) (2,381,789) 
Adjustment of carrying value of investments (Notes 1 and 2) ..............-----5- 786,394 (160,825) 
6,514,832 7,105,339 

Income before taxes on income? 5 ets eek ee 4,396,293 2,430,942 
Provision for taxes on: income (Note Z)meacree eee ee 2,100,000 2,887,509 
Net income (lO88) ssc sand geod soba ecoregion 2,296,293 (456,567) 
Retained:earnings:at beginning Of year cen 2 c.m scien eaten errr 39,977,617 40,434,184 
Retained earnings at‘end of year soi) sae ie tee eee eee $42,273,910 $39,977,617 
Average number of shares outstanding: s.> sae e een eer ee 5,932:9341 5,922,402 


Net income per share based on average number of shares outstanding 
during the year ey scccesie + af cig geno RS ee eee $.39 $ (.08) 


a Ee eee 
See accompanying notes. 


ap 
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United Canso Oil & Gas Ltd. 


(A Canadian corporation) 


Consolidated Statement of Changes in Financial Position 
(Expressed in Canadian dollars) 


Years ended 


September 30, 
1978 1977, 
Source of working capital: 

SEE LEKERDINIS: GES ea Ore ac eopeah Robe at NG ge a oe a a $ 2,296,293 $ (456,567) 

Charges (credits) not affecting working capital in the current year: 
Benlevom me preciationrand-amortization- + )4 o 2... 444... <+cvs asec eemn ees lle 1,260,491 1,134,434 
Sales, retirements, abandonments and write-offs ..............2.ceecesecevese 618,996 4,551,460 
Adjustments of investments to equity at end of year ......... 0... cece ee eee eee 786,394 (160,825) 
Be MCC COMIC CAXCS pe ro koe fs «wie ho be been ore PS Rua oe in Sees 1,343,999 551,426 
Ny orwing Capital provided from,operations ... 2.06.56... cian sewed e wes oe es 6,306,173 5,619,928 
amie aciinON exercise Of STOCK OPUONS ca sqaw v0 lus sae vena ta acide eee ceed eue.« 110,280 ~ 
mS MLO UNCED [eS ante ats et ake ee, alae oes oe Sip bao SR deem a eee Ree — (12,468) 


6,416,453 5,607,460 
‘Disposition of working capital: 


Pricmoncatororoperty and, eCQuipment s2<.. +. -5.5 cesses aed Bosse vel nevawes eh eee 123057517 8,436,153 
Investments in and advances to the Australian companies ..............00 eee eee 63,677 49,345 
eV OSTINGIiSrani(-aaVanCeS! me. ote oe as co Nae Mose wee tNee be eee es 459,273 109,448 
pxenses Of proposed stock offering.and merger... 0. ce 2g oa ces ew eles 57,396 187,679 
12,885,863 8,782,625 

ee eo em KiS CADILAl a ho nh a ieicn ni 51 hc, sans Gsm ark sala acs, 2a ee Pe ecole ares wae $ (6,469,410) $ (3,175,165) 


Decrease in working capital by major component: 


Ce are co FO NN cc Wyse WY el oad ons Sat ieee Aare oe da covey de MLC, dr wametate Chale alone $ 566,408 $ (101,400) 
Matketable securities and accrued interest receivable ..’........2.6..:--65-+-- 005° (5,837,990) (5,647,108) 
Pee mUAT GENE GEV AOI. estectac te nites tythe  disnels Lx cneges ahora, vo si auers Sere isis © wieuaiear diese aue es 842,783 223,596 
Clee CO aia: CCGA Rey. Ree eee een 8 ee I, Ore ep eae 750,854 10,697 
Pecotiimayaerandracctuied NapilitieSan. tre once. ws oe). witlae foe i ae ee + (2,055,640) (719,607) 
"DTCEESUARS | TSE a) Ke a Aen ara meee erate MN EP Pa ek Sica eee ena _- 2,368,961 
Nae iMemtaxesepaVaDle te acces, fecitt nO Oe as stacy bh aoe ae he ares ola cm (735,825) 689,696 
Becreacerinewonkinecapital 2. fect eis 2 one suiae aye cee te eto Are lnmie ieyn cielebonalennele (6,469,410) (3,175,165) 
Working capital at beginning of yéat .. .-. <6. - - ee eeee e cece e eeeete en es 42,996,293 46,171,458 
Wiondinereapitalat end, of/yeal 2.24. .-ol--ig-lke oe ee ss Ser sees es onus cee $36,526,883 $42,996,293 


See accompanying notes. 
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United Canso Oil & Gas Ltd. 


(A Canadian corporation) 


Consolidated Statement of Capital Stock and Capital in Excess of Par Value 


(Expressed in Canadian dollars) 


Years ended September 30, 1977 and 1978 


Balanceat September .30;919/6"... a4. to res ree eee 
Expenses of proposed stock offering and merger ......... 
Balancerat September 30/1977 4 ns 2. ace ee eee 
Exercise, of StOCk ODHONS&.= os .et tee eee eee 
Expenses of proposed stock offering and merger ......... 
Balanceat September 30, 1978-22... eo ee ee 


See accompanying notes. 


Notes to Financial Statements 
(Expressed in Canadian dollars) 


1. Summary of significant accounting policies and 

other matters 
The accompanying consolidated financial statements 
include the accounts of United Canso Oil & Gas Ltd. 
(United Canso) and its wholly-owned subsidiaries, Canso 
Oil & Gas, Inc. (Canso Oil & Gas) (and its wholly-owned 
subsidiary Canso Spain, Inc.) hereafter referred to 
collectively as the Company. 

The Company follows the successful efforts method of 
accounting for onshore oil, gas, and mineral interests in 
North America whereby exploration expenditures in- 
cluding geological and geophysical expenses, rentals on 
undeveloped properties and dry hole costs are charged 
to expense as incurred. Acquisition costs of oil and gas 
properties together with costs of drilling and equipping 
successful wells are capitalized and amortized on the 
unit of production method based on proven estimated 
reserves in each field. Standing well costs are capitalized 
pending commencement of production. 

Exploration costs incurred offshore and in areas out- 
side of North America are deferred pending evaluation of 
those areas. Should exploration be successful, the bal- 
ance in each cost center will be amortized on the unit of 
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Capital Capital in 

Number of stock, $1 excess of 
shares par value par value Total 
5,922,402 $5,922,402 $16,247,580 $22,169,982 
(187,679) (187,679) 
5,922,402 5,922,402 16,059,901 21,982,303 
15,910 T9410 94,370 110,280 
(57,396) (57,396) 
5,938,312 $5,938,312 $16,096,875" “$22;035) 167 


production basis; if the exploration is not successful, any 
balance will be charged to income. 

The net costs of abandoned wells which had previously 
been producing is charged against the accumulated 
depreciation and amortization account of the remaining 
wells in the producing field. 

Depreciation of buildings and equipment is provided 
on the straight-line method at rates based on the esti- 
mated useful lives of the various classes of assets. 

Accounts of foreign subsidiaries are translated into 
Canadian dollars. Cash, marketable securities, receiv- 
ables and current payables are translated at current 
(year-end) rates of exchange. Property and equipment 
and the related depletion, depreciation and amortization 
are translated at rates which were in effect when the asset 
was acquired. Income accounts other than depletion, 
depreciation and amortization are translated at average 
rates during the year. 

United Canso carries its investments in the Australian 
companies at equity (see Note 2). Since the fiscal year of 
the Australian companies ends on April 30, United 
Canso’s policy is to record the change in its equity in 
these companies for their fiscal year during the quarter 
ending June 30 of each year. 

Realization of investments and advances and of the 
investment in nonproducing property and equipment 
aggregating $19,948,914 and $14,716,881 at September 
30, 1978 and September 30, 1977, respectively, is de- 
pendent upon future developments, since the properties 
represented by these assets are substantially unexplored 
or undeveloped (see Notes 2 and 3). 

The Securities and Exchange Commission (SEC) has 
recommended development of an accounting method 


that recognizes valuations of proved oil and gas reserves 
in the balance sheets and income statements of oil and 
gas producers. Until the new method, Reserve Recog- 
nition Accounting (RRA), is developed, for fiscal years 
ending after December 25, 1979, the Commission will 
allow either successful efforts accounting as prescribed 
by Statement of Financial Accounting Standards No. 19 
similar to the method used by the Company for onshore 
activities in North America or a form of full cost account- 
ing as prescribed by the SEC. Certain other disclosures 
will be required in the financial statements such as infor- 
mation about estimated future net revenue from proven 
oil and gas reserves. According to the SEC, “The feasi- 
bility of RRA, however, is not assured because of the 
inherent imprecision of reserve valuations, and, there- 
fore, the ultimate method of reporting is not yet deter- 
minable.”’ 

If the Company were to report all of its oil and gas 
properties on the successful efforts method, property and 
equipment and investments and advances at September 
30, 1978 would be reduced by approximately $7.5 mil- 
lion, with a similar reduction in retained earnings. The 
effect on net income would be approximately as follows: 


Year ended Increase (decrease) Per share of 
September 30, in net income capital stock 
VE 35 3 SER SR ee $ 1,150,000 $ 19 
SHAS 2 a ree ee (1,080,000) (.18) 


The Securities and Exchange Commission issued an 
order dated April 11, 1978 directing that an examination 
and private investigation by the Staff of the Commission 
be made of the Company, The Catawba Corporation 
(“Catawba’’) (see Note 4) and Catawba’s other client 
companies. The Commission has expressed interest in 
investigating, among other things, the Australian hydro- 
carbon reserves of the various companies, the relation- 
ship between those companies and Catawba and the fees 
and royalties paid by them to Catawba, and the proposed 
acquisition of Pantepec International, Inc. by the Com- 
pany (see Note 2), to determine whether possible viola- 
tions of the Securities Exchange Act of 1934 and/or the 
Investment Company Act of 1940 may have occurred. 
The Company is cooperating fully with the Commission 
in providing whatever information may be required and 
believes it has committed no violations. 


2. Investments and advances 


September 30, 
1978 1977 
Australian companies: 
United Canso Oil & Gas Co. (N.T.) 
Pty.Ltd.: 
40% of capital stock, at equity. $ 193,286 $ 231,248 
ACVANGCES aes tet ene ieee ees 542,895 491,209 
__ 736,181 __ 722,457 
Magellan Petroleum (N.T.) 
Pty. Ltd.: 
30% of capital stock, at equity. 730,893 710,908 
ACVAN COS, erat ea cre eae 972,785 960,794 
p7O3;07058) 1074702 
Coastal Petroleum Company, 10% 
of capital stock, at cost (Note 4).. 730,193 730,193 


(By (aT) age Bante tes Seo hed on coo aE a 27200 357,878 
$3,197,443 $3,482,230 


United Canso acquired a substantial portion of its 
interest in the Australian companies from Magellan 
Petroleum Corporation (Magellan) in September 1963. 

A substantial interest in the Australian companies is held 
(directly or indirectly) by Magellan and Pantepec Inter- 
national, Inc. (Pantepec) (see Note 4). The Australian 
companies, which are development stage companies, 
have interests in petroleum and mineral exploration con- 
cessions and permits which are substantially unexplored 
and undeveloped. 

In January 1977, United Canso entered into an Agree- 
ment and Plan of Reorganization with Pantepec by which 
Canso Oil & Gas would acquire all of the capital stock of 
Pantepec. The merger, subject to their approval, would 
result in the shareholders of Pantepec receiving up to an 
aggregate of 126,549 shares of United Canso’s capital 
stock. Further consideration of the merger has been sus- 
pended pending resolution of issues raised by the Securi- 
ties and Exchange Commission (see Note 1). 

Coastal Petroleum Company holds State of Florida 
leases and royalty interests covering some 3.6 million 
acres of water-bottom lands along Florida’s Gulf of 
Mexico coastline from Apalachicola Bay to the vicinity of 
Naples, and including Lake Okeechobee in south Florida. 
Operations on these properties have been deferred 
pending settlement of litigation between Coastal 
Petroleum and Mobil Oil Corporation, the former oper- 
ator of the properties. Coastal Petroleum seeks substan- 
tial compensatory damages from Mobil and other 
phosphate mining companies for alleged willful conver- 
sion of phosphate and uranium from the properties. 


AS 


Pursuant to an agreement entered into in December 
1975 and amended subsequent thereto, the Company, 
subject to the completion of certain conditions, agreed to 
contribute U.S. $2,200,000 for a 45% interest in a new 
company, Minex, Inc. (see Note 4), which will participate 
in mineral projects in various countries. Pancoastal, Inc. 
(see Note 4) and another company are to contribute all 
of their respective capital stock and assets for equity 
interests in the new company. In order to avail itself of 
investment opportunities pending implementation of 
this agreement, the Company has purchased 61% of the 
presently outstanding shares of Minex, Inc. for $312,629 
and had made cash advances to Minex, Inc. of $455,788 
to September 30, 1978. As a result of an equity deficiency, 
the Company has fully reserved its investment in Minex, 
Inc. by a charge against income of $768,417. 


3. Property and equipment 


Producing: 
Oil, gas and mineral interests . . 
Less accumulated depletion ... 


Well costs and gathering systems 
Less accumulated depreciation 
ands amortization, an eee 


Nonproducing: 
Oil, gas and mineral interests: 
Canad duke ee eee eee tee 


SP GUM celina hai eeant a oe aoe etn 


In process and standing wells. . 


Other: 
Land, buildings and equipment. 
Less accumulated depreciation. 


September 30, 
1978 1977 
$ 4,904,158 $ 4,904,170 
4,198,693 4,122,825 
705,465 781,345 
15,411,215 11,871;921 
9,176,811 8,022,542 
6,234,404 3,849,379 
6,939,869 4,630,724 
10,735,201 5,921,606 
5,123,884 5,102,540 
892,386 28,874 
= 181,631 
16,751,471 11,234,651 
4,539,095 1,938,203 
21,290,566 13,172,854 
470,156 419,646 
243,395 213,401 
226,761 206,245 
$28,457,196 $18,009,823 


(a) Canada: During fiscal 1978 the Company purchased 
a number of leases and drilled three wells in the West 
Pembina area of Alberta. The drilling resulted in one 
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abandonment, one oil well and one suspended well. 
Costs of approximately $1,045,000 associated with this 
program are included in dry holes, abandonments and 
investment write-offs. 


(b) Gulf of Mexico: On May 21, 1975, Canso Oil & Gas 
acquired interests in four acreage blocks in the Gulf of 
Mexico, offshore Louisiana and Texas. The Company has 
participated to the full extent of its interest in ten wells 
on these blocks to date, certain of which wells have re- 
sulted in oil and gas discoveries. The total amount in- 
vested through September 30, 1978 in this area was 
approximately $5.9 million. 


(c) Spain: The Company has interests ranging from 10 to 
20% in three blocks covering 220,000 acres in Spain’s 
offshore Mediterranean basin. Wells have been drilled on 
two of the blocks resulting in two dry holes; further drill- 
ing is anticipated. 


(d) Germany: The Company in 1977 acquired 10% 
interests in two blocks in the German North Sea by par- 
ticipating in the drilling of an unsuccessful wildcat well. 
The Company’s investment of $252,037 was written off in 
fiscal 1978. 


(e) South Africa: On May 22, 1975, Canso Oil & Gas 
acquired a 12.5% interest in a petroleum exploration 
lease off the west coast of the Republic of South Africa 
by agreeing to contribute approximately $2.1 million to 
the cost of an exploratory well. The well was abandoned 
as a dry hole in August 1976 and the investment of 
approximately $2,100,000 was written off in fiscal 1977 
when plans for further drilling were abandoned. 


(f) Haiti: Canso Oil & Gas participated in an unsuccessful 
exploratory program offshore Haiti. Costs of approxi- 
mately $1,600,000 were incurred and written off during 
fiscal 1977. 

Lease rentals, work requirements and drilling commit- 
ments in connection with properties and property 
interests held by the Company at September 30, 1978 
approximate $2,300,000 for the year ending September 
3071979: 


4. The Catawba Corporation 


Certain amounts are included in general and administra- 
tive expense for financial, technical and other services 
under contract from The Catawba Corporation 
(Catawba). United Canso’s contracts with Catawba pro- 
vided for payments based on services rendered and the 
granting of a 1/64th overriding royalty on all properties 
acquired by United Canso during the term of the con- 
tracts. For the years ended September 30, 1978 and 1977 


the Company was charged $420,168 and $656,183, re- 
spectively, for services rendered by Catawba. By virtue of 
Catawba’s contracts with United Canso and the services 
Catawba performed pursuant thereto, and the fact that 
certain officers and directors of United Canso were also 
officers, directors or shareholders of Catawba, Catawba 
may have been deemed a “parent” of and to ‘‘control’’ 
United Canso, as such terms are defined in the Securities 
Act of 1933, as amended. The contracts also provided for 
special compensation, if agreed upon by the parties, for 
services rendered not contemplated under the contracts. 
No special compensation was paid during the past two 
years. Catawba provided similar services to the Australian 
companies, and to Magellan Petroleum Corporation, 
Pantepec International, Inc., Pancoastal, Inc., Coastal 
Petroleum Company and Minex, Inc. By agreement be- 
tween United Canso and Catawba dated May 10, 1978, 
the parties agreed to terminate as of May 31, 1978 their 
contract dated April 19, 1974. Certain of the directors, 
officers and employees of Catawba who were also direc- 
tors or officers of United Canso and the other companies 
have severed their relationships with Catawba. In view of 
the termination of the Catawba contract and the severing 
of these relationships, the Company believes that the 
statement referred to above that Catawba may be 
“deemed to be a ‘parent’ of and to ‘control’ United 
Canso” is no longer applicable. 


5. Capital, stock options and reservations 


The letters patent, as supplemented, of the Company 
provide that no person (as defined) shall vote more than 
1,000 shares. 

On December 13, 1972, United Canso’s Board of 
Directors authorized an incentive stock option plan on 
300,000 shares of United Canso’s capital stock. Under 
this plan, options were granted as follows: 

Market 

price 

Option (per 

Number price — share) 

Date of Expiration of (per at date 


Optionee grant date shares share) of grant 
Officers 12/15/72 12/14/77 43,000 $6.00 $6.48 
Employees 12/15/72 12/14/77 87,500 6.00 6.48 
Catawba 3/30/73 3/31/78 150,000 8.00 fine 


No options became exercisable or were exercised in 
1977. Options were outstanding at September 30, 1977 to 
purchase 158,500 shares at prices per share of $6 and $8, 
aggregating $1,251,000 and at per share market values at 
the dates the options were granted of $6.48 and $7.23, 
aggregating $1,139,580. Of these, options on 15,910 
shares at prices of $6 and $8 per share, aggregating 
$110,280, with market values ranging from $11.35 to 
$11.91, an aggregate of $184,458, were exercised during 
the year ended September 30, 1978 and the balance 
expired without exercise. 

On December 20, 1977, United Canso’s Board of 
Directors authorized a new incentive stock option plan 
on 145,000 shares of capital stock. Under this plan, 
options were granted as follows: 


Market 

price 

Option (per 

Number price share) 

Date of Expiration of (per at date 

Optionee grant date — shares share) of grant 
Officers 3/6/78 3/5/5350 6.000.. = 910.025 9 9107125 
Employees 3/6/78 3/5/83 78,500 10;125 10.125 


All shares became exercisable on the date of grant and 
were outstanding at September 30, 1978. 

Upon exercise of the options, the excess of the pro- 
ceeds over the par value of the shares issued is credited 
to capital in excess of par value. No charges are made 
against income in accounting for options. At September 
30, 1978, there were 30,500 plan shares and 150 addi- 
tional shares and at September 30, 1977, there were 
19,500 plan shares and 150 additional shares reserved for 
future option grants. There were no other changes in 
stock options during the two years ended September 30, 
1978. 


6. Compensation 


The Company has a contributory pension plan which is 
in effect for all employees and is administered by an 
insurance company. Contributions by the Company to 
the pension plan on behalf of all employees for the two 
years ended September 30, 1978 and 1977 were $34,254 
and $10,914, respectively. 

Compensation of directors, officers and senior em- 
ployees by United Canso, including contributions to a 
pension plan on their behalf, for the two years ended 
September 30, 1978 and 1977 amounted to $327,833 and 
$275,086, respectively. Of these amounts $64,584 and 
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$64,860 were on behalf of directors and $223,685 and 
$101,840 were on behalf of officers. At September 30, 
1978, there were six directors and four officers of which 
one officer was also a director. 


7. Income taxes 


For the years ended September 30, 1978 and 1977 de- 
ferred taxes were provided as follows: 
1978 1977, 


For property and investment related 
costs deducted for tax purposes 
in excess of deductions for 
purposes of financial statement 
FEPOMEING sc, bee ate eee meted 

For interest income accrued for 
purposes of financial statement 
but recognized on a cash basis 


$1,344,000 $ 798,000 


formtax purposes. sein... he eee 107,000 (16,000) 
For net exchange gains accrued for 

purposes of financial statements 

but recognized on a cash basis 

TOF taX% DURDOSES ranean te eee eee 643,000 373,000 


Fotalct ses aee Aer eeset eee $2,094,000 $1,155,000 
Deferred taxes of $1,354,000 in 1978 and $604,000 in 
1977 relating to accrued interest and unrealized exchange 
gains have been classified as current liabilities. 

A reconciliation between the statutory rate for Cana- 
dian Federal and Provincial taxes of approximately 46% 
and the effective rate follows: 

Year ended 
September 30, 
1978 WEY E 
Canadian statutory corporate tax rate 46% 46% 
Tax on reported income at above rate $2,022,000 $1,118,000 
Additional taxes due to: 


Losses of foreign subsidiaries 
on which no tax benefits have 


been! providedian.- =... secs 35,000 1,696,000 
Write-off of nondeductible costs... 144,000 144,000 
Provincial“surtax ness ic. eae 118,000 123,000 
Net effect of inclusion of 

rovaltiessin taxwasen. a. eee 413,000 592,000 
Othe ral gather Oe oe eee ee 39,000 5,000 
2,771,000 3,678,000 
Less reduction in income taxes due to: 
Earned depletion allowance ..... 135,000 479,000 
Nontaxable portion of foreign 
exchange: cainSa a. eee 536,000 311,000 


Provision for taxes on income...... $2,100,000 $2,888,000 


18 


The Company’s United States subsidiaries have net 
operating loss carryforwards of approximately U.S. 
$4,194,000 at September 30, 1978 to offset U.S. taxable 
income, of which $122,000 expires in 1979, $89,000 
expires in 1980, $60,000 expires in 1983, and $3,923,000 
expires in 1984. In addition, investment tax credits of 
U.S. $162,000 are available to reduce federal tax liabili- 
ties, if any. Such carryovers expire as follows: 1981, 
$2,000; 1982, $16,000; 1983, $51,000; 1984, $39,000 and 
1985, $54,000. The tax benefit attributable to the operat- 
ing loss carryforwards and investment tax credit carry- 
overs will not be reflected in the financial statements 
until they are realized. 


8. Geographic distribution and major customers 


The Company, which is engaged in only one industry, 
exploration and development of oil and gas and mineral 
properties, operates principally in two geographic areas, 
Canada and the United States. The breakdown of reve- 
nues, net income and assets among these and other areas 
is as follows: 


United 
Canada States Other Total 
Revenues .. $ 9,035,134 $ 1,875,991 $ == SODA Is 
Net income 
(loss) ... $ 3,163,207 $ 242,345 $(1,109,259) $ 2,296,293 


Total assets. $59,254,772 $10,784,151 $ 3,332,242 $73,371,165 


The net loss in other areas is attributable to the reserve 
for investment in Minex, Inc., the write off of costs 
incurred in the German North Sea, general and adminis- 
trative expenses incurred in Spain, and the adjustment to 
equity for the investment in the Australian companies 
(See Notes 2 and 3.). 

10% or more of the Company revenues are derived 
from sales to two purchasers. The percent and amount of 
such revenues by customer are as follows: 


Percent of 
revenues Amount 
GulfOil Ganada Limited: 2). 4-2 sees 14% $1,535,000 
Imperial Om Limitediarc. pee ee 15% $1,615,000 


Report of Independent Public Accountants 


The Shareholders 
United Canso Oil & Gas Ltd. 


We have examined the accompanying consoli- 
dated balance sheets of United Canso Oil & Gas 
Ltd. at September 30, 1978 and 1977 and the re- 
lated consolidated statements of income (loss) and 
retained earnings, changes in financial position 
and of capital stock and capital in excess of par 
value for the two years ended September 30, 1978. 
Our examinations were made in accordance with 
generally accepted auditing standards and, accord- 
ingly, included such tests of the accounting records 
and such other auditing procedures as we con- 
sidered necessary in the circumstances. 

In our opinion, the consolidated financial state- 
ments mentioned above present fairly the consoli- 
dated financial position of United Canso Oil & 
Gas Ltd. at September 30, 1978 and 1977, and the 
consolidated results of operations and changes in 
consolidated financial position for the two years 
ended September 30, 1978 in conformity with 
generally accepted accounting principles applied 
ona consistent basis during the period. 


ARTHUR YOUNG, CLARKSON, GORDON & CO. 


Hartford, Connecticut 
December 15, 1978 


Management's Discussion and 
Analysis of Operations 


In 1975, the Company sold its wholly-owned subsidiary, 
United Canso Oil & Gas (U.K.) Limited, for $57,500,000. 
A substantial portion of the proceeds from that sale 
continues to be invested in marketable securities and is 
available for operations as needed. 


1978 vs. 1977 

Revenues from oil and gas sales in fiscal 1978 were higher 
than revenues in fiscal 1977 because of improved prices. 
Royalty income also rose in 1978 as the result of higher 
prices. Interest income dropped as more funds were 
diverted from investment in money market instruments 


to exploration projects. This movement is reflected in the 
increases in geological and geophysical costs and in lease 
and permit rentals. 

Production costs continued to be affected by inflation- 
ary pressures. Depletion, depreciation, and amortization 
increased, principally due to higher fixed costs relating to 
production in Texas. 

The charge for dry holes, abandonments, and invest- 
ment write-offs in 1978 related primarily to unsuccessful 
exploration projects in Alberta and in the German 
North Sea. 

The increased exchange gain in 1978 vs. 1977 was at- 
tributable to continued weakness of the Canadian dollar 
as compared to the United States dollar. The Company 
at September 30, 1978, held approximately $28.6 million 
in short-term United States dollar investments. 

The adjustment of investments to equity at end of year 
for fiscal 1978 included a charge for $768,417 relating to 
Minex, Inc. (see Note 2). 


1977 vs. 1976 


Revenues from oil sales continued to increase in fiscal 
1977. As in 1976, the increase was attributable mainly to 
improved prices and increased United States production. 
Revenues from gas sales were higher in fiscal 1977 due to 
improved prices. Interest income, which had almost 
doubled in fiscal 1976 over 1975 due to investment of the 
proceeds of the sale mentioned above, declined in 1977 
due to lower interest rates and reflected the redeploy- 
ment of funds in exploratory ventures. 

Increases in depletion, depreciation, and amortization 
were principally attributable to the higher rates of pro- 
duction in Wyoming where estimated recoverable 
reserves are small. 

The large charge for dry holes, abandonments, and in- 
vestment write-offs in 1977 related primarily to unsuccess- 
ful exploration programs offshore South Africa and Haiti. 

General and administrative expenses increased in 
fiscal 1977 over 1976, reflecting continued inflation and 
the costs relating to the expansion of the Company. 

The exchange gain in 1977 reflected the changes in the 
exchange rate of United States dollars versus Canadian 
dollars. The Company at September 30, 1977, held 
approximately $26.5 million in short-term United States 
dollar investments. 

The provision for taxes on income in fiscal 1977 was 
higher than normal due to the fact that no tax benefits 
were received or anticipated from losses incurred by 
United States subsidiaries as a result of abandonments. 


phy) 


United Canso Oil & Gas Ltd. 


(A Canadian corporation) 


Five-Year Summary of Operations and Statistical Data 


(Expressed in thousands of Canadian dollars, except per share figures) 


Year ended September 30, 


1978 1977 1976 1975 1974 
Summary of Operations 
Revenues: 
Oil and ‘gas sales and royalty Income sae eee $ 7,770 $6,338 $5,157 $4 O73uiaSe en 
Gain-on-sale-or subsidiary => p42 sre eee ar eee ee ee — — — 46,720 
Interest:andeOthen s.e.che ecco whee ee Par ee 3,141 3,198 4,029 2,292 286 


Costs and expenses: 


Geological. andigeophysicalicosts 3-25-92 ete ee 533. 77 51 2 209 
Lease ‘and:permit rentals. 254 2) era ee ie ee ee ee 183 152 136 ZZ 110 
Production: Costs= 2: + ea eee ee ee 1,446 a Sa 927 898 748 
Depletion, depreciation and amortization ................. 1,261 1,135 656 493 393 
Dry holes, abandonments and investment write-offs ......... 2,429 4,614 734 492 491 
General and administrative expenses ...............00 00 ee 2,638 2,609 1,976 1,472 1,107 
Exchange=(@ains) losses 4.7. sc. 19) eee eee (2,761), (27382) 836 6 2 
Adjustment of carrying value of investments .............0.. 786 (161) (106) (127) 98 


Income before taxes on income and extraordinary item ........ 4,396 2,431 3,970 PAD 27, 395 
Provision: fortaxes On Income (5, aya eee eee 2,100 2,888 2,196 1,688 536 
Income (loss before extraordinary item ea eee 2,296 (457) 1,780» 48,039 (141) 
Tax benefit realized from carryforward of exploration and other 

costs not claimedtini prior Vealseq. anes ee eer oe cae SAT = 536 
Net*ineome: (loss) arches ce tee ee ae ee $ 2,296. $ (457) $ 1,780 $48,039) soiemsos 
Average number of shares outstanding (in thousands).......... 5,933 Bo 22 5,922 5922 5,916 
Per share based on average number of shares ...........-.00+- 

Income (loss) before extraordinary item ..............0005- 3 go) $ (.08) $330 $8.11 $ (.02) 

Extraordinary: item: gaat eae eee eee ee = = a aa .09 


Net income (loss) 


Statistical Data 


Working: capital. s-2 ogee eee ee ee ee $36,527 $42,996 $46,171 $52,084 ~SumGsa4) 
Working capital’ per shares: | aera aan eee eee ee ee $6.16 ~$"7.26" $97.80 $.8:79") tao 
shareholders’ 2eqity seme cem era ee oe ar $64,309 $61,960 $62,604 $63,220 $15,201 
Net bookivalue per commonisharem pte re ee $10,832 $10:46>" $1057 $1067 ” \oaiee 
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Supplementary and Market 
Information 


United Canso Oil & Gas Ltd. is engaged in the exploration 
and development of properties containing or believed to 
contain recoverable oil, natural gas, and mineral deposits. 
At present, the properties in which the Company has 
interests are principally undeveloped and are located 
mainly in Canada, the United States, and Australia. Sub- 
stantially all of the property interests are in the form of 
working interests, with some carried interests, interests 
convertible to carried or overriding royalty interests, and 
net profits interests. 

Total crude oil and natural gas production arising from 
the Company’s interest in properties in Canada and the 
United States, after deduction of royalties, has been for 
the past five fiscal years as follows: 


Oil Production (mbbl.) Gas Production (bcf.) 
Fiscal Year 

Ended 9/30 Canada USA Total ‘Ganada ~ USA~- Total 

1974 495 9 504 4.127 0) AAT, 


1975 405 32 437 3.56 0 3.56 
1976 399 od 490 3.26 0 3.26 
1977 Si fit 488 2.644 0 2.644 
1978 374 120 494 2.362 0 Zon 


The average net daily production of oil and gas during 
September 1978 from the properties in which the Com- 
pany has working interests was 1,503 barrels (bbls.) of oil 
and 1,696 thousand cubic feet (mcf.) of gas. However, 
during this month eight gas properties were shut in due 
to restrictions of market demand. During the same period, 
average daily production from properties in which the 
Company has carried interests was 230 mcf. of gas; no oil 
was produced on these latter properties. 

United Canso’s outstanding capital stock currently is 
listed under the ticker symbol “UTC” on the Pacific and 
Boston stock exchanges in the United States and the 
Toronto and Montreal stock exchanges in Canada. The 
Company’s capital stock also is traded in the NASDAQ 
over-the-counter market under the symbol “UCANF.” 


The total sales volume on the Pacific Stock Exchange for 
the years 1977 and 1978 amounted to 1,168,545 shares 
and 873,994 shares, respectively, with the quarterly price 
range for such shares as follows (expressed in United 
States dollars): 


Ist 2nd 3rd 4th 
LOTT, Quarter Quarter Quarter Quarter 
High S12 7 7/8 8 3/8 11376 
Low 6 7/8 6 5/8 6 7/8 6 3/4 

Ist 2nd 3rd 4th 
1978 Quarter Quarter Quarter Quarter 
High 11 10 1/8 10 3/4 97/8 
Low 8 1/2 8 1/8 8 3/4 6 1/2 


The total sales volume on The Toronto Stock Exchange for 
the years 1977 and 1978 amounted to 2,986,553 shares 
and 3,435,997 shares, respectively, with the quarterly price 
range (expressed in Canadian dollars) for such shares as 
follows: 


Ist 2nd 3rd 4th 
1977 Quarter Quarter Quarter Quarter 
High 8.50 3:12 8.87 12.75 
Low 7.00 6.75 8.12 7.37 

1st 2nd 3rd 4th 
1978 Quarter Quarter Quarter Quarter 
High 14.25 10.62 Or 1225 
Low 14.00 9.62 O25 8.00 


Inquiries or requests for additional information concern- 
ing United Canso Oil & Gas Ltd. should be addressed 

to the Company, c/o First Jersey National Bank, 

P.O. Box 960, Jersey City, N.J. 07303, or to Box 2544 
M.P.O., Calgary, Alberta, Canada T2P 2M7. (Telephone: 
403/269-3151) 
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